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Enterprise and Business 
Organization 

I 

The Enterpriser 

IN the preceding study-unit we saw that 
there are four agents in production — 
land, labor, capital, and enterprise. 
When there are four agencies that are all 
responsible for the final product, it is im- 
possible to say that one is more essential than 
the rest. But it can be said with truth that 
three of the agents — land, labor, and capital, 
could all be present in abundance and still 
the productive work of society would not go 
on with maximum efficiency. A fourth agent 
is necessary, which we shall next consider. 
This agent is enterprise, by which is meant 
the guiding genius that initiates production, 
and that determines and directs along what 
lines it shall proceed. 

There are many reasons why a considera- 
tion of enterprise is of interest to business 
men, the chief of these being that the furnish- 
ing of enterprise constitutes the business 
man's most distinctive economic service. In 
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the present study, we shall examine in detail 
the economic nature of the work of business 
men. This will prove particularly helpful in 
view of the fact that the business man's con- 
tributions to production and to the economic 
advancement of society is sometimes ques- 
tioned. Then we shall note how enterprise 
is organized in modern production, consider- 
ing in turn the various types of business 
organization that prevail in modern economic 
life. 

II 

Business Men as Agents in 
Production 

A business enterprise is an independent 
business, undertaken and conducted for profit. 
The man who owns and runs a business enter- 
prise is, therefore, termed in technical 
language, an enterpriser. The name means 
the same thing as "undertaker," but this 
latter term is not suitable for obvious reasons. 
The French word for enterpriser, which is 
entrepreneur, is often vised. But whatever 
the designation, the enterpriser or entre- 
preneur is essentially a business man who 
leads and directs production. He furnishes 
the driving power. Production goes on 
because he wills and plans that it shall go on. 

8 



ENTERPRISE AND BUSINESS ORGANIZATION 

He determines what shall be produced, com- 
mits himself to its production, and enlists 
other agents in the work. 

The Driving Power of Enterprise 

Merely to see a business opportunity does 
not constitute the whole of the enterpriser's 
work. Schemes for increasing the efficiency 
of production are hatched in hundreds of 
minds. But until someone commits himself 
to a scheme, nothing happens in the market, 
and no benefit accrues to consumers. Some- 
one must select one opportunity from many, 
make a decision in favor of it, pledge himself 
and his resources to it, and furnish the will 
power that drives the whole process forward. 
This is the work of the business man. This 
is what it means to "undertake" production. 

Coordinating Other Agents 

To be an enterpriser does not necessarily 
imply the ownership of property. Yet the 
enterpriser does, in fact, usually own much 
of the capital which he uses, and must almost 
always own at least enough of it to guarantee 
his own good faith. He may own the land 
or raw materials or may labor with others 
who contribute to the final product. His dis- 
tinctive service, however, and the service 
which makes him an enterpriser, arises only 
incidentally from ownership ; it grows chiefly 
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out of the fact that he is responsible for 
directing the way in which the land, labor, 
and capital that constitute the particular busi- 
ness unit shall be used. He determines the 
amounts of each of these factors necessary to 
the best results. He decides how the various 
factors shall be combined and he is respon- 
sible for the operation of the enterprise once 
it is started. 

To the landowner he says, in effect, "You 
lease your property to me and I will pay 
you regularly a fixed rental." To the owner 
of capital he says, "You furnish me with 
capital and I will pay you interest." To the 
inventor he says, "Let me utilize your in- 
ventions and I will pay you a fixed royalty." 
To the laborer he says, "You labor as I 
may direct and I will pay you wages regu- 
larly." In a word, the enterpriser buys 
control of the other factors in production; 
they work under his direction for an assured 
return, and he assumes responsibility for the 
outcome. 

A Guarantee of Responsible Judgment 

The decisions rendered by enterprisers are 
of great public importance and it is to the 
interest of all that they be reliable decisions. 
Mistakes injure the community. An attempt, 
for instance, to start a factory in the wrong 
city wastes resources. If the enterprise fails, 

10 
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the land, buildings, and machinery are likely 
to lie idle and go to ruin. Workmen who 
may have moved into the city to work in this 
factory may have to move out again. Bad 
judgment in any line may lead to overpro- 
duction in that line, with consequent idleness 
and distress for thousands until trade catches 
up with production. Bad judgment by leaders 
in business, in fact, is almost as disastrous 
as bad judgment by the high command of an 
army engaged in battle. These considera- 
tions indicate why the decisions of enter- 
prisers need to be responsible decisions. 

Nothing does more to insure such responsi- 
bility than the stake which the enterpriser has 
in his own enterprise. The penalties of 
failure will hurt his reputation, cut down his 
income, reduce the amount of his property. 
These penalties are inexorable. 

Here we have one of the fundamental 
reasons why the judgment of so many is in 
favor of private enterprise as a general rule, 
as against government enterprise. It also 
explains why projects for admitting to man- 
agement representatives of workmen and of 
the public, valuable as these may prove to be, 
meet with so much skepticism. The man on 
the street, while recognizing the good pur- 
pose of these proposals, feels that they should 
not go far until they prove to be valuable 

II 
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supplements to the careful and serious judg- 
ments in business of the man whose own 
money is at stake in that business. His 
investment "brings the matter home to him." 

% The Assumption of Risk 

A man who undertakes a business, must 
carry on production not for his own use but 
for sale, or, in other words, "for the market." 
This seldom means that he can produce "to 
order," in quantities, in qualities, and at 
prices determined in advance. The products 
for which he makes himself responsible 
usually must be produced in anticipation of 
the demand of prospective buyers and on the 
basis of estimates. He is therefore obliged 
to perform the function of assuming business 
risks. Here is a function that belongs 
peculiarly to the enterpriser and that helps to 
class him as a distinctive agent in production. 
He wills that production shall go on, he 
guides and directs its course, and he assumes 
certain risks that inevitably attend the under- 
taking. 

The Enterpriser as a Seller 

The enterpriser must in the first place 
make a forecast of what consumers are will- 
ing to buy, both in what quantity and at what 
price. To do this with any success he must 
have vision and foresight, he must have 
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knowledge, and he must have sound business 
judgment. Even then results will always be 
somewhat uncertain. 

Consumers frequently change their minds 
with regard to what they want. The rising 
generation wants things not wanted by the 
declining generation. Styles change. A crop 
failure here, a storm there, a strike some- 
where else — any 7 or all of these or other 
similar happenings may disarrange the lives 
of consumers and upset the producer's finest 
calculations. In consequence of unforeseen 
developments, the prices at which the same 
quantity of output can be sold vary from one 
season to another. The enterpriser's most 
careful preliminary estimates of probable 
proceeds from sales may often turn out to be 
mistaken. When they do, the enterpriser is 
the first loser. His gain must first be sacri- 
ficed, bondholders, employees, and others 
usually suffering later, if at all. 

The Enterpriser as a Buyer 

Nor are the estimates which producers 
have to make confined wholly to the selling 
end of the business. Ordinarily producers 
are buyers as well as sellers ; they are buyers 
of land, of machinery, of materials, and of 
the services of labor. 

Automobile manufacturers, for instance, 
seek men in the labor market, steel in the 
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steel market, accessories in the accessory 
market. Estimates on the purchasing side 
involve uncertainty, for conditions in the vari- 
ous markets in which the producer makes his 
purchases are always subject to change. 
Who can tell beforehand with any assurance 
whether he will be able to get all the men of 
just the capacity that he plans to hire and at 
the wages he expects to pay? Or that he 
will succeed in obtaining the required quantity 
or the right quality of everything else that 
he needs at the price which is for him the 
right price? The producer's most careful 
calculation of probable costs, as well as that 
of probable proceeds, may and often does 
turn out to be mistaken. 

Risk Inevitable 

The risks which the enterpriser assumes 
are not only inevitable if production is to go 
on, but. they are in the main risks against 
which he cannot protect himself by insurance. 
He may, of course, protect himself against 
loss by fire, against burglary, against the 
death of trusted or valued employees, even 
against some of his bad debts, but insurance 
even of these kinds does not prevent or 
entirely restore, it only partially indemnifies. 

Against changes in the price at which he 
must buy everything that he needs, and sell 
what he has to sell, he cannot buy protection. 
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Even the imperfect and incomplete protection 
of "hedging," discussed in an earlier study- 
unit, is available in but few industries. The 
only way he can avoid his business risks is 
by going out of business. If he sells out, the 
risks are merely transferred to others. 

The degree to which enterprises fail 
affords ample evidence both of the risks that 
are involved and of the penalties imposed by 
bad judgment as to the probable outcome. It 
has been estimated that of every one hundred 
new business ventures that are started, twenty 
are destined to fail almost immediately, 
between fifty and sixty merely break even and 
do not make a profit, while only 10 to 15 
per cent actually succeed in substantial 
degree. The remaining 5 per cent, while suc- 
cessful, are not successful in a degree to 
merit the full use of the term. This estimate 
bears out in a general way the statement 
commonly circulated that 90 per cent of all 
the business enterprises which are started 
fail. 

ji Feature of the Risks 

A very noteworthy feature of the risks 
assumed by the enterpriser arises from the 
fact that his claim to a share of the proceeds 
of the undertaking is recognized only after 
the claims of others have been satisfied. 
Laborers, for example, will not work and 
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wait for their wages until the enterprise is 
successful. Their wages must t paid weekly 
as they fall due. This constitutes a prefer- 
ential claim upon the proceeds of the under- 
taking, and must be paid oftentimes years in 
advance of the period when the enterpriser 
receives his own return. 

The case of any large industrial undertak- 
ing illustrates this and other features of the 
enterpriser's functions. Consider the con- 
struction of the tunnel under the Hudson 
River by the Pennsylvania Railroad Com- 
pany, for example, by which the great agri- 
cultural, mining, and manufacturing sections 
of the interior of this country are afforded a 
direct connection wfch the terminals and the 
shipping piers of Manhattan. 

Tunneling Beneath the Hudson 

The project was not original with the 
Pennsylvania Railroad Company. Its ad- 
vantages had been discussed many times, and 
the need for such an improvement admitted. 
But the mere existence of the idea and the 
admission of the need did not build the 
tunnel. It was not until the Pennsylvania 
Railroad Company decided definitely to 
undertake the work that it was actually 
started. Thus by willing that there should 
be such a tunnel, and assuming responsibility 
for its construction, the Pennsylvania Rail- 

16 



ENTERPRISE J AND BUSINESS ORGANIZATION 

road Comj ».ny performed the first function 
< of the entei x riser. 

But there was much yet to be done. 
Machines had been invented for cutting 
through solid rock, but these were not con- 
structed until the factories making them had 
orders to proceed. Labor had to be em- 
ployed and paid to make the machines, and 
the necessary raw materials had to be bought. 
Labor for the construction crews had to be 
employed and paid. Land had to be leased, 
and rentals paid. The necessary capital to 
do these things had to be arranged for by the 
Pennsylvania Railroad Company and the 
interest paid at regular intervals while con- 
struction was going on. 

The Pennsylvania Railroad Company, in 
the capacity of an enterpriser, assumed all the 
risk and paid the necessary return to those 
supplying capital, land, and labor. And it is 
only now, when the tunnel is in operation and 
is actually rendering the services which its 
builders foresaw, that the Pennsylvania Rail- 
road Company is beginning to receive its 
returns. 

By the nature of his undertakings the enter- 
priser often must wait for years before 
realizing his full share of the proceeds from 
the enterprise. The longer the time he must 
wait, the greater must be his uncertainty. 

17 
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Distribution of Income 

Since the enterpriser makes a continuous 
market for the services of capital, land, and 
labor, and since he pays to each of these 
agents its share of the proceeds, it becomes 
apparent that the social income passes 
through the hands of the enterprisers, and 
is, in large measure, distributed by them. In 
general, the social income consists of rent, 
interest, wages, and profits. All these the 
enterpriser pays — either to others or to him- 
self. Thus he is really the distributor of the 
social income. 

Functions Subdivided 

In what has gone before we have referred 
to the various duties of the enterpriser as 
though they were inseparable, but in the 
modern world of large-scale undertakings we 
find that division of labor has penetrated 
even to the enterpriser, and that his activities 
have in many cases been subdivided. One 
independent branch of his work now com- 
monly has to do with the organizing and 
launching of undertakings, and this we com- 
monly term "promotion." 

As a rule the promoter discovers the 
proposition, brings together the necessary 
agents, and develops the organization that 
will carry on production. The actual conduct 
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of the enterprise is then turned over to other 
men who specialize in direction and super- 
vision. These men constitute the managers 
in modern industrial life. They actually carry 
on the business once it is started. The mana- 
gers rank as enterprisers the same as do pro- 
moters, since they are commonly responsible 
for combining the factors necessary to the 
operation, and since they assume many of the 
attendant risks. The fact that subdivision 
has entered even into the enterpriser's activi- 
ties is but another commentary upon the 
complexity of modern economic life. 

Requirements of the Enterpriser 

Any consideration of the enterprisers 
functions points out most forcibly that ability 
of a high order is demanded. Men who lead 
must be of superior intelligence and better 
training than men who follow. The enter- 
priser must be able to judge markets, includ- 
ing the money market, and he must know 
how to pick efficient men to act as his aides in 
the management of an undertaking. Then, 
in addition, he must have had the necessary 
experience or possess the native qualifications 
to cope with the technical questions that arise 
in the conduct of an enterprise. The enter- 
priser must be able to assume responsibility 
and to discharge the responsibilities that he 
assumes. 

*9 
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This is particularly true of the "captains 
of industry" and other modern enterprisers 
who direct the extensive undertakings that 
are common today. It seems a long leap 
from the time when the enterpriser was an 
individual proprietor of a small, independent 
business, serving a local or semi-local clien- 
tele, to the present when he may be the head 
of a million or billion dollar corporation, 
with markets that are world-wide in extent, 
and with employees numbered in the thou* 
sands. 

With the creation of these extensive busi- 
ness units there have arisen many complex 
problems peculiar to them alone, such as 
relations with large bodies of laborers and 
also with the public. The existence of these 
and similar problems means that the demand 
made upon those who are the responsible 
heads of large undertakings are very heavy, 
and a consideration of the difficulties which 
they must face accounts for the comparative 
rarity of notable achievement. 

Social Importance of Enterprise 

Since the enterpriser's function in pro- 
duction is so predominantly important, two 
outstanding questions of public interest are : 
what are the conditions that will enable him 
to work most efficiently, and also how can the 
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qualities necessary to a successful enterpriser 
be developed in more people. 

We have noted that an adequate supply of 
land, labor, and capital are fundamental to 
the enterpriser's work. These are his tools 
and their importance is proven in the case 
of American industrial leadership which, as 
we observed in the study-unit on "Manufac- 
turing," is based upon an abundant supply of 
natural resources and a ready availability of 
capital. American manufacturers have never 
had an abundance of labor at their command 
but this lack has been made up through a 
greater use of capital as represented by ma- 
chinery and technical equipment. 

Developing More Enterprisers 

We saw, too, in the study-unit on "Manu- 
facturing" that the industrial success of 
America has been in large measure due to the 
initiative and ability of industrial leaders, 
and to their judgment and foresight in 
recognizing productive opportunities. In 
yiew of the importance of these qualities, the 
question arises as to whether or not they may 
be imparted to more persons — in other 
words, is education a means of developing 
greater efficiency in enterprisers, and will it 
also help increase the number of enterprisers? 

Although most thinkers believe that suc- 
cessful enterprisers are in large measure en- 
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flowed by nature with the kind of brains 
necessary to good business leadership, at the 
same time it is held that such qualities as 
judgment and foresight must be learned and 
can to some extent be taught. Countries 
which possess men of native ability and which 
improve this ability both by affording broad 
opportunity for its exercise and also by sound 
educational methods, will naturally possess 
enterprisers of greater efficiency and abun- 
dance. 

Training of Enterprisers 

It is generally admitted that the character 
and ability needed by an enterpriser can be 
acquired only by the right sort of experience. 
This experience must involve doing things on 
his own initiative and on his own responsi- 
bility. He must think for himself, act for 
himself, and bear the consequences of his 
own mistakes if he is to learn to perform the 
function of a business man in the truest and 
highest sense. 

This is the primary social justification for 
leaving the field of enterprise free from legal 
restraints so that anyone may start a business 
of his own. It is also one reason for regard- 
ing with favor the persistence of business 
concerns on a small scale. These provide a 
"proving ground" for developing enterpris- 
ers. The positions of greatest importance in 
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business life are filled from the ranks of those 
who have demonstrated their fitness under 
real though more limited responsibilities. 

Education as a Means 

Professor Frederick M. Taylor, 1 of the 
University of Michigan, speaks as follows 
regarding education as a means of develop- 
ing the peculiar abilities required by enter- 
prisers : 

". . . Business can be and, as thinkers are 
beginning to realize, should be, made a subject 
of formal study. Recent years have brought 
an enormous development in this line: the con- 
ditions underlying and surrounding business suc- 
cesses are analyzed, statistics are compiled and 
weighed, and the general principles of economics 
are used in the solution of practical business prob* 
lems. Facilities have also been created for sup- 
plying this scientific information methodically to 
anyone who wishes to obtain it. The output of 
business books has been a striking phenomenon of 
the last decade, while colleges have grown up 
which teach not only the broader economic prin- 
ciples upon which business is based, but also the 
very details of business method. . It is not unrea- 
sonable to expect that by these means the ability 
of men in general to recognize and estimate good 
opportunities will be markedly increased, in 
other words, that the enterpreneur function in 
production will be made more efficient." 

1 Frederick M. Taylor, "Principles of Economics" 
(Published by the Ronald Press Company. Reprinted 
by permission). 

*3 
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Another factor which has a bearing upon 
the efficiency of enterprise is the form of 
business organization which prevails. In 
order to develop this relationship it will be 
helpful for us to trace briefly in the pages 
following the development of the different 
forms of business organization, and to note 
especially outstanding differences between 
types of business units. 



Ill 

The Organization of Business 

At an earlier time in our industrial history, 
by far the major portion of business was car- 
ried on by individual proprietors as enter- 
prisers. Under this form of organization, 
which is still common for smaller enterprises, 
and which is termed the individual proprie- 
torship, one individual usually owns all the 
capital, supplies the directing genius, and is in 
more or less close personal contact with all 
the details of the undertaking. He is often- 
times enterpriser, capitalist, and, as is true 
with most farmers, also laborer, all in one. 

From an organization standpoint, the ad- 
vantage of the individual proprietorship is its 
simplicity. There are no stockholders, direc- 
tors, or officers, and formal methods of pro- 
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cedure are lacking. There is little difficulty 
in getting the enterprise under way, and small 
initial expense is involved, excepting perhaps 
for licenses. Promptness of action is always 
possible, for the proprietor needs consult no 
one but himself, and all of his transactions 
may be kept as secret as he cares to keep 
them. All of the gains, too, accrue to the 
single owner. 

The Coming of New Forms 

But many of these features which confer 
advantages where business is localized and 
limited in extent, involve disadvantages when 
the character of enterprise changes and be- 
comes larger both in volume and in territorial 
extent. 

As business grew wider in scope, it became 
necessary to have more capital than the 
average individual possessed or could readily 
obtain. Then, too, the breadth of an under- 
taking made it desirable for the direction to 
be in the hands of two or more persons, 
especially when production reached the stage 
of complexity where one man could not know 
and supervise all sides of the business. So 
the partnership came into prominence. 

Characteristics of the Partnership 

A partnership is much like an individual 
proprietorship in the simplicity of its or- 
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ganization except that it is managed by two 
or more persons under a partnership agree- 
ment, these persons jointly owning and 
operating the business and assuming in the 
eyes of the law equal responsibility for it. 
They are really the enterprisers in this case. 

The united wisdom of the various partners 
is usually superior to that of any one of them, 
and the most successful partnerships are 
those where the abilities of the members are 
different but supplementary ; thus one may be 
a skillful production manager, while another 
may be superior in knowledge of markets, or 
as a financier. Their combined resources are 
greater than could probably be furnished by 
any one of them alone, while the fact that 
each is responsible for all of the obligations 
incurred by the partnership adds to the readi- 
ness with which funds can be secured from 
outsiders. The gains may be divided as the 
partners may agree, and the losses shared by 
them in a similar manner. 

Offsetting these advantages several disad- 
vantages should be noted. The death of one 
of the partners may make necessary a con- 
siderable amount of readjustment. The un- 
limited liability of the partners for all of the 
debts incurred throws a heavy financial re- 
sponsibility upon each. Men with money 
may often hesitate to embark in an enterprise 
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where the extent of their responsibility is not 
more closely limited. Outsiders are likely to 
hesitate about placing their investments with 
a group of men whom they may not know 
intimately and whose actions they cannot con- 
trol. By virtue of these limitations, the 
partnership, although still an important form 
of organization, has yielded the leading place 
to the corporation. 

"The Corporation Erd' 

It was not until after the Civil War that 
the drift toward the corporate form of 
organization began in full earnest. Up to 
that time production had been on a small 
scale, and business was largely individualized 
and localized. Most business organizations 
were in the hands of individual owners or 
were partnerships. Even the iron and steel 
industry — a field in which the corporation 
has since found its highest development — 
was controlled by individual proprietors. 

The enormous growth in corporations 
within the past sixty years is disclosed by the 
following figures from the census of manu- 
factures : 

In 1904 there were in the United States 
51,097 corporations, and 113,946 individual 
proprietors of manufacturing enterprises. 
The individuals, though much more numer- 
ous, employed but 755,923 wage-earners as 

27 



ECONOMICS FOR EXECUTIVES 

against 3,862,698 employed by the cor- 
porations. 

In 1 9 14 the number of corporations in 
manufacturing had increased to 78,151 and 
the individual proprietors totalled 142,436. 
Then, however, the corporations employed 
5,649,646 employees, over 46 per cent more 
than in 1904, while the individuals employed 
only 707,568 or approximately 6 per cent 
less than in 1904. 

Growth in Value of Products 

The value of the output of manufactures 
shows this change more strikingly. In 1904 
the total value of the products of all forms 
of ownership was $14,793,902,563. Of this 
amount the corporations' share was $10,904,- 
069,307. In 1914 the total value was 
$24,246,434,724, while the output of the cor- 
porations had grown to $20,177,084,844. 

Dr. W. I. King has estimated that over 92 
per cent of the mineral output of the United 
States is produced by mines owned by cor- 
porations; that corporations make over 77 
per cent of our manufactured products; that 
practically all transportation activities are in 
the hands of corporations. He estimates 
that in 1899 corporations made more than 39 
per cent of the total products of American 
industry, while in 1909 their production was 
more than 44 per cent. Today their share 
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would probably exceed 50 per cent. That it 
is not larger is explained by the fact that most 
farmers are individual proprietors. 

Limitation of Liability 

An outstanding difference between the cor- 
poration and other forms of business organi- 
zation is found in the fact that the risks which 
are assumed by the shareholders are limited. 
Under the individual and partnership forms, 
the owners of the business are responsible for 
the undertaking to the full extent of their 
resources, but in the corporate form the 
liability of shareholders — in all cases except 
that of banks — is limited only to the amount 
of money which they have invested or agreed 
to invest, — in other words, to the degree to 
which they are owners of the enterprise. In 
the case of banks, each shareholder has a 
double liability, that is, he is liable for the 
par value of the stock which he owns, and for 
an additional amount equal to that sum. This 
provision grows out of the public importance 
of having the obligations of the banks amply 
protected by proprietors' capital. 

Making More Enterprisers 

From the standpoint of society these 
features of corporate organization are im- 
portant for a number of reasons. For one 
thing they enable property owners of small 

29 



ECONOMICS FOR EXECUTIVES 

means to take a responsible part in the work 
of production — in short, they offer a definite 
encouragement for more persons to exercise 
the enterpriser's function. Since shares may 
be bought ordinarily within a range of from 
$1.00 to $100 apiece, those of modest means 
may become financially interested in industry. 
The degree to which large corporations are 
owned by small holders is illustrated by the 
following recent analysis of the ownership of 
several well known companies, which gives 
the percentage of all stockholders holding 
different amounts of stock : 

I Percentage Percentage 

holding one holding 100 
to 100 shares shares or over 

United States Steel Corpora- 
tion 93.857 6.143 

American Telephone and 

Telegraph Company .... 94.7 5.3 

Swift and Company .. 95.42 4.58 

New York Central Rail- 
road Company 85.87 14.13 

General Motors Corpora* 

tion (common) 85.2 14.8 

It is regarded as an economic principle that 
enterprise is encouraged and the efficiency of 
enterprise is increased where it is possible to 
undertake production easily and where enter- 
prisers can enter into or withdraw from 
undertakings readily. The corporate form 
of organization offers advantages from this 
standpoint. 
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In the first place a corporation may be 
formed without undue difficulty. At an 
earlier period it could only be created by 
special act of the legislature of the particular 
state in which the corporation was to be 
formed, but now corporations are chartered 
by the state without such formal procedure 
under the provisions of a general statute and 
upon authority of an administrative officer. 

Ownership Readily Transferred 

The ownership of the shares of a corpora- 
tion may be transferred without affecting in 
any way its life or the regular procedure of 
its business. Even the death of a large share- 
holder has no effect upon the business so far 
as its freedom to continue is concerned. Its 
life goes steadily on. It is a separate 
creature, distinct from its individual owners, 
and to an important extent unaffected by their 
life or death. The development of stock ex- 
changes where buyers and sellers of stocks 
meet and trade has increased the saleability 
of shares in corporations. People are more 
disposed to invest in a kind of property which 
can be thus readily sold than in a kind for 
which buyers are more difficult to find. 

This ease of entry and withdrawal adds to 
the attractiveness of the corporate form of 
organization and also affords a stimulus to 
the development of enterprise. This advan- 
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tage is increased by the fact that a share- 
holder may add to or decrease the amount of 
his holdings, provided, of course, that there 
is a ready market for the stock. 

Stockholders as Enterprisers 

In a corporation the enterprisers are in 
reality the stockholders, since these individ- 
uals finally assume both the financial risks and 
the attendant responsibilities of the under- 
taking. It is true that the active supervision 
of the affairs of the organization is lodged 
in a board of directors which in turn selects 
officers who are in active charge of operation. 
But since the directors are responsible to the 
shareholders and are directly chosen by them, 
in the final analysis the peculiar risks and 
responsibilities of the enterprise rest upon the 
shareholders — they are the enterprisers. 

Divided Responsibility a Disadvantage 

It should be made clear, however, that the 
foregoing statement indicates a theoretical 
intimacy of the relationship between the 
shareholders and the management of an 
enterprise that in practical operation actually 
does not always exist. From this fact arises 
one of the principal disadvantages of the cor- 
porate form of organization, as viewed from 
the social standpoint. 

An individual proprietor is usually in direct 
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and immediate touch with every aspect of the 
enterprise which he controls. Even partners 
do not usually lose close contact with their 
business affairs. A shareholder, however, 
may live thousands of miles from the cor- 
poration in which he is a shareholder, perhaps 
even across the ocean, and may know little of 
its work other than the fact that he receives 
regularly his dividend check. He is not 
informed regarding the business policies of 
the concern ; he may know little or nothing of 
the condition of its employees. Unless some- 
thing stimulates his interest in an unusual 
manner, he may have no knowledge of the 
soundness of the management and the pro- 
priety of the financial and other policies 
that are being followed. The directors 
themselves may not be heavy stockholders. 
Instead, they may own no more stock than is 
necessary to qualify for their positions as 
directors, and may take only a perfunctory 
interest in the performance of their duties. 
The division of responsibility may sometimes 
make for inefficiency or abuse in management. 
This may be demonstrated in several ways. 
The officers may manipulate the market price 
of the securities of the corporation to their 
own advantage, using inside information 
before it reaches other stockholders or the 
public. Closely associated with this weakness 
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is the manner in which unscrupulous directors 
and officers have at times handled properties 
to their own advantage. The history of rail- 
roading affords illustrations of this. 

Gap Between Employer and Employee 

Division of responsibility, together with 
the increase in size of the business unit, has 
also served to broaden the gap between em- 
ployer and employee, and to create some of 
the social problems of the day. 

When, as an individual proprietor, an 
employer was in almost daily contact with his 
employees, and when the total number of his 
employees was relatively few, there existed a 
sympathy and an understanding that tended 
to prevent the development of serious con- 
flicts in the interests and in the point of view 
of both. Each knew what the other was 
doing and appreciated his contribution. Each 
understood the difficulties faced by the other, 
and knew of his private personal problems as 
well as his difficulties in business. There 
might be differences of opinion on numerous 
points, but there could not well be a complete 
lack of understanding. 

But with the growth of large enterprises, 
-made up of thousands of employees, this 
situation necessarily has changed and consti- 
tutes one of the disadvantages of organiza- 
tion on a great scale. An employer who does 
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not often come into contact with his em- 
ployees may fail to understand just what their 
difficulties are. The employee, not knowing 
the harassing problems that must be daily 
met and solved by his employer, is apt on his 
side to lack understanding, and to assume a 
critical attitude. 

This same difficulty appears throughout 
the community, where the majority of the 
people often fail to understand the real work 
of the managers of large enterprises and the 
contribution they make. Some of these men 
of large affairs on their side often acquire 
an attitude of aloofness and fail to appre- 
ciate the viewpoint of the great majority. 
Hard feelings arise and difficulties develop 
that would not appear were there more 
opportunities for close association and inter- 
change of views and experience. 

This condition, which is a result of the 
increased size of the corporation, is intensi- 
fied by the fact already referred to that the 
owners of a corporation, its stockholders, 
may not themselves be in close contact with 
its operations. The officers and directors of 
the corporation, under pressure from the 
security holders, may tolerate or even encour- 
age practices which they personally disap- 
prove. They may adopt policies which are 
repugnant to their own sense of what is right, 
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and may meet their competitors with practices 
that they know are not ethical, and in other 
ways fail to manage their business in accord- 
ance with the highest standards. 

Corporations and Legislation 

Corporations have been charged with im- 
properly influencing legislators, even to the 
extent of bribing them for their votes. Such 
activities have been particularly menacing 
because the resources of some companies have 
been so large. With almost unlimited funds 
at their disposal, the public has felt that the 
large corporations are in a position to in- 
fluence legislation to a very important degree, 
and is suspicious that such power may be 
exercised. Of course, this is not a danger to 
be apprehended only from corporations, but 
the impersonal character of the corporation, 
the division of responsibility in the manage- 
ment of corporate affairs, and the fact that 
corporations are usually in control of activ- 
ities that are directly subject to legislative 
authority, have made them especially open to 
comment of this kind. 

Upon some occasions the public has been 
prejudiced against corporations and the latter 
have been prompted to activity in political 
affairs through fear that hostile legislation 
would be proposed against them. There 
have been cases, also, where corrupt legisla- 
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tors have been known to introducef measures 
hostile to corporations in the expectation that 
the latter would be "shaken down" for the 
sake of having the menace withdrawn. 

An Important Consideration 

All such illegitimate and corrupt practices 
are possible wherever important business in- 
terests come under the supervision and 
authority of public officials. It is right that 
the public should be on its guard against all 
practices subversive of morals and of the 
public interest, but on the other hand it should 
not allow itself to be prejudiced against the 
corporate form of organization as such. It 
is a highly serviceable agency of social 
activity and development. 

It must be considered in reviewing these 
weaknesses of the corporate organization 
that they are all present in even greater 
degree in other forms of association in which 
large numbers of persons may attempt to 
cooperate in industry. It would be utterly 
impracticable to attempt to associate thou- 
sands of persons in a partnership, and it is 
almost as difficult to associate thousands in 
the management of a business in which they 
do not have a definite stake either through 
shares of ownership or in some other way 
that is precise and unmistakable. The various 
forms of profit-sharing which do not include 
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an actual investment in the business by each 
participant, present difficulties of consequence 
which will receive attention in a later study- 
unit. The various plans for "shop councils" 
must be scrutinized from the same point of 
view. Either ownership or some equivalent 
must insure the requisite interest in the future 
of the business which assures it the considera- 
tion it should have. The corporation, at any 
rate, appears to be the most practicable form 
of industrial cooperation with which the busi- 
ness world has yet had decisive experience. 

The Age of Big Business 

The growth in the scope of business which 
has led from the individual proprietorship 
through the partnership and to the corpora- 
tion has been followed by a tremendous in- 
crease in the size of corporations, and then 
by a tendency on the part of these in turn 
to combine and consolidate. This has given 
rise to the "monopoly problem," certain 
aspects of which should be considered at this 
point. 

We have noted in the study-unit on "Manu- 
facturing" that, due to the desire to reduce 
heavy overhead expenses, large corporations 
often give one another very keen competition. 
The desire for business on sufficient scale to 
make low-cost operations possible often re- 
sults in such cut-throat competition that the 
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competing concerns are prompted to consoli- 
date for their own protection and salvation. 

The Tendency Illustrated 

A striking illustration of how this tendency 
works out is afforded by the conditions which 
led to the formation of the International 
Harvester Company. So keen was the feeling 
between competing concerns in the farm 
implement line that even at the very time 
when the consolidation was under way, those 
in charge of the arrangements are said to 
have kept the representatives of the different 
companies confined to separate rooms while 
the negotiations were in process. They 
visited each room during the conferences, 
fearing that, had the competitors met in the 
open, hostilities would have broken out which 
might have prevented the consolidation. 

This was a case of a number of successful 
and aggressive corporations that felt more or 
less compelled, even in the face of the keenest 
competitive feeling, to consolidate for self- 
preservation. And the conditions that forced 
this consolidation may be regarded as simi- 
lar to those which underlie the general move- 
ment toward consolidation and "big business" 
which is taking place today. Of course, the 
movement is encouraged by the strengthened 
position which comes to any large organiza- 
tion that practically dominates the field. But 
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quite as important an influence is the desire 
to escape heavy overhead expenses. 

The Monopoly Problem 

From the social viewpoint, the rise of 
large-scale industry has brought many bene- 
fits in the form of greater production at 
lower costs, with more efficient and econom- 
ical service. With these advantages, how- 
ever, have come disadvantages. The most 
outstanding of these in the eyes of the public 
is the approach and tendency to monopoly. 
The public must be satisfied that the reduc- 
tion in the number of competitors which may 
result from a consolidation, and the appar- 
ently dominant position in the market which 
may be enjoyed by the single organization or 
by the few organizations which remain, does 
not place unlimited power in the hands of a 
few, and thus tend to hamper industrial 
progress, or deprive the community of the 
benefits of such progress. This phase of the 
subject will be discussed in a later study-unit. 

"Pools" 

One of the devices first employed to bring 
about combinations was described in the 
study-unit on the railroads, and consisted of 
the formation of "pools." In general, pool- 
ing involves either the division of all the 
business in a certain field among the vari- 
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ous competitors in accordance with a pre- 
arranged plan, or else the division of the 
combined receipts. Against this form of 
organization, considered as a means of attain- 
ing monopoly, legislation was so effectively 
directed by the federal government and by 
various states as to check its use. 

The "Trusf 

The next method tried was the formation 
of "trusts." This word is frequently used 
with considerable carelessness to refer to any 
large business organization which exercises 
a considerable amount of control. In this 
particular discussion a more careful use of 
the word limits it to an arrangement under 
which the stockholders of several competing 
concerns deliver their stock to a group of 
trustees, who are empowered by a trust agree- 
ment to take control of the business and who 
give trust certificates in exchange for the 
stock. The device is one that sometimes 
works to the advantage both of the stock- 
holders and of the community, but it makes 
possible the development of a monopoly and 
an abuse of power that may become a serious 
menace. Legislation was also directed 
against these trust agreements and this 
method of combination has gradually disap- 
peared, being retained today only in cases 
where it does not destroy competition. 
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The Holding Company 

Beginning in the nineties and continuing to 
the present time, the holding company has 
proved in many cases to be a necessary and 
desirable form of organization. Often dif- 
ferent corporations can be brought together 
to the advantage of their shareholders and 
with a distinct gain to the public. In a large 
city the separate operation of a number of 
competing trolley lines is usually a distinct 
loss to all concerned. Also legal barriers 
often exist that prevent the effective manage- 
ment of an enterprise whose activities are 
scattered through several states. These dif- 
ficulties can be eliminated by the organization 
of a holding company, which can operate the 
several corporations in a unified manner. 

The holding company is a corporation 
created for the purpose of combining other 
corporations through ownership of a control- 
ling amount of their stock. It is thus a sort 
of super-corporation. 

By the ownership of all or of a controlling 
part of the stock of a number of corporations, 
it is able through its board of directors to 
decide exactly how their business is to be 
carried on. The control is as complete as 
though there were but one corporation. The 
various subsidiaries whose securities it owns, 
still retain their separate existence with their 
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own boards of directors, and often with their 
separate officials. Frequently, of course, the 
directors and officials are the same individuals 
for the various companies, as well as for the 
holding company itself, and the existence of 
the separate organizations is little more than 
a pretence. 

Many difficulties are easily met by the 
formation of a holding company and many 
large corporations, such as the United States 
Steel Corporation, the American Telephone 
and Telegraph Company, or the New York 
Central Railroad Company, are of this type. 
Small railroads, built to compete with one 
another, have gradually been brought to- 
gether in larger and larger groups, until the 
present form of organization has been com- 
pleted, and the same is true of most other 
lines of business in which holding companies 
exist. 

The Anti-Trust Movement 

It is desirable that suitable safeguards be 
provided in the public interest against the 
illegitimate creation of monopolies and the 
unfair use of monopoly powers. In an at- 
tempt to accomplish this end, various states 
have passed laws known as "anti-trust laws" 
and Congress has similarly endeavored to 
meet the difficulty, the most important federal 
act of this sort being the Sherman Anti-Trust 
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Law. In another study-unit we shall consider 
in some detail the Sherman Act and the whole 
problem of governmental regulation of mo- 
nopolies. At this point it is sufficient to 
emphasize the fact that in dealing with these 
great aggregations of capital an object not to 
be overlooked is that of safeguarding and 
promoting productive efficiency. 

Is There an "IdeaV Type? 

The emphasis which we have given to the 
corporation throughout the study-unit should 
not be interpreted as intended to convey an 
opinion that the partnership and the individ- 
ual proprietorship have disappeared or are 
doomed to disappear from business. Part- 
nerships are still numerous and probably will 
continue so in many lines, particularly in the 
professions and in some business fields where 
the advantages of prompt decision, quick 
action, and lack of publicity are of large im- 
portance. In activities where varying tastes 
of consumers must be met and where proc- 
esses cannot be standardized, the small or- 
ganization, typified by the individual pro- 
prietor, persists and enjoys an advantage. 

The Field of Small Business 

In any field where individual attention to 
each particular article is necessary for the 
best results, such as obtains with specially 
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designed goods of any kind, the small or- 
ganization prospers. Even in fields where 
the large organization holds a preeminent 
position, as in various lines of retailing, the 
small concern still persists, favored possibly 
by public opinion, or because of the more 
intimate and personal nature of its service. 

From the social point of view there are 
the best of reasons why sole proprietorships 
and smaller partnerships should continue to 
exist. They furnish an arena for the de- 
velopment and testing of business talent. The 
more numerous they are, the more men there 
are who are getting experience in doing busi- 
ness on their own account. These men 
develop in actual competition the initiative, 
the resourcefulness, and the courage that 
qualify them for larger business leadership. 
The more extensive corporations would 
themselves be greatly handicapped if they 
had to rely entirely upon men who come up 
from within their own ranks, and could not 
draw on outsiders who have proved under 
fire that they are willing and able to assume 
responsibility and successfully pass judgment 
on questions of business policy. There must 
be a source of supply for business enterprise 
as well as sources of supply for raw materials 
and other factors of production, and the field 
of smaller business serves as one such source. 
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